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KEY ECONOMIC INDICATORS 


(Money values in millions of dollars except where noted) 


NATIONAL INCOME AND PRODUCT 
Gross Domestic Product 

GDP (1970 prices) 

Gross National Product 

Gross Domestic Fixed Investment 
Real Growth Rate (GDP) 

Per Capita GNP (Dollars) 


FINANCE 

Central Bank Gold Reserves (3) 17.63 
Central Bank Foreign Exchange (4) 289 
Money Supply (5) 5,975 
Money and near-money (5) 11,278 
U.S. Investment (book value) (6) - 


TRADE 

Exports (excluding gold) (f.o.b.) 
Exports to U.S. (7) 

Imports (f.0.b.) 

Imports from U.S. 


GOLD 
Average Price (London) (9) 168.9 
Production (metric tons) 349.5 


INDICES (1970 = 100) 

Manufacturing (11) 112.6 124.7 
Wholesale prices (12) 127.1 174.2 
Consumer prices (12) 132.7 155.9 
Unemployment (except blacks) (5) 10,511 10,431 


BALANCE OF PAYMENTS 

Visible trade deficit 1,592 4,433 
Services deficit 1,001 1,975 
Value of gold output 2,565 3,508 
Current account deficit (13) (136) (14) 2,756 
Capital Inflow (Net) (160) (15) 1,199 


PUBLIC FINANCE 
Gross Fixed Investment 
by public authorities 2,358 2,713 
by public corporations 964 1,161 
Consumption expenditure 
by general government 3,245 4,083 
Current Govt. income 5,530 6,917 


etna iene ci a a 
Note on sources and exchange rates: Sources are South African except where noted. Data 
has been converted at One Rand = $1.45 for all years. Actual exchange rate varied 
between $1.40 and $1.49. Rand was devalued to $1.15 in September 1975. 





SUMMARY 


The South African economy performed exceptionally well in 1974 but has slowed 
considerably in 1975. Real growth (GDP), which had been 7.2% in 1974, was only 

3% in the year ending June 30 and is forecast at 2.5% for 1975 as a whole. The 
deficit in the current account of the balance of payments more than doubled to 

$2.8 billion* (annual rate) in the second quarter. The deficit, a substantial fall 
in the price of gold, and speculation against the currency led to a small devaluation 
in June and a large one in September and to a change in exchange rate policy. 


Gold production continued its declining trend of recent years, other mining continued 
to expand rapidly, while manufacturing and construction grew only slightly in 1974/75. 
Agriculture had an excellent year but prospects for 1975/76 are less encouraging. 


The outlook for 1976 is for very slow real growth unless the price of gold increases 
substantially and economic activity in the industrialized countries improves rapidly. 
Government expenditure, particularly on defense and major long-term projects, is 
expected to help maintain internal demand but to hinder efforts to fight inflation 
and improve the current account of the balance of payments. The longer-run prospects 
are better, as economic activity picks up in the industrialized countries and major 
projects now planned or under construction come on stream. 


U.S./South African economic relations continue to grow. Two-way trade now exceeds 
$2 billion and the book value of the investments of the over 300 U.S. companies in 
South Africa is well over $1.2 billion. Despite the devaluation U.S. exporters, 
particularly of capital goods, should find excellent opportunities in South Africa. 
Potential U.S. investors should look carefully at the political situation and should 
give special attention to the pay and working conditions of their Black labor force. 


CURRENT ECONOMIC SITUATION AND TRENDS 


The South African economy experienced a strong expansion in 1974. Gross domestic 
product (GDP) grew by 19.1% (to $32.5 billion), GNP by 18.3% (to $31.2 billion), 

real GDP by 7.2%, real GNP by 10%, and real GNP per capita by 7%. The official target 
of 6.4% real growth (GDP) was surpassed. The current account of the balance of pay- 
ments registered a manageable deficit of $1,261 million, which was almost covered by 
capital inflows. The Dollar value of the Rand varied only within the narrow range of 
$1.496 and $1.426 during the year. 


*Except where noted all conversions have been made at the rate of Rl = $1.45. The 
Rand was devalued to $1.15 on September 22, 1975. 


Notes to table: (1) Second quarter at seasonally adjusted annual rate. (2) Year 
ending June 30. (3) Millions of ounces, June 30. (4) June 30. Includes SDRs. 

(5) June 30. (6) U.S. data. (7) Includes gold coin. (8) Five months. (9) Dollars 
per ounce. The 1975 figure is for August. The price fell substantially in September. 
(10) Six months. (11) Physical volume. June 30. Seasonally adjusted. (12) Season- 
ally adjusted. June. (13) Transfers, valuation adjustments and SDR allocations 
included. (14) Surplus. (15) Outflow. 
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The figures for 1974 as a whole mask a serious slowdown that began in the third 
quarter of 1974 and has continued into the fourth quarter of 1975. Real GDP grew 

by only 3% in the year ending June 30, 1975. Gold production continued to decline 

in tonnage because of labor shortages and the mining of lower grades of ore, which 
became economic with the higher free market gold price of recent years. Slow real 
growth was recorded for construction (1%), manufacturing (2%), agriculture (22), 
commerce (4%), and miscellaneous services (4%). Non-gold mining (7.5%) and transport, 
storage and communication (8.5%) were the only sectors to register strong gains in 
production. 


Private consumption expenditure totaled $21,340 million (seasonally adjusted annual 
rate) in the second quarter of 1975. Compared with the 1974 level, expenditure on 
durables was up 6.5%, semi-durables 11.4%, non-durables 17.2%, and services 11.9%. 

In real terms private consumption expenditure increased 3.5% in the year ending 

June 30. Real expenditure declined for durables, increased slightly for semi~-durables 
and services. 


Gross domestic fixed investment totaled $9,789 million (seasonally adjusted annual 

rate) in the second quarter of 1975, an increase of 15.1% over the total for 1974. 

Total real investment increased only 1% in the year ending June 30. Real investment 

by the public corporations grew 9% and by other public authorities by 2%, while 

private sector real investment decreased 1.5%. Real investment increased in gold 
mining by 37% and in manufacturing by 4.5%, while decreasing in non-gold mining by 

3% and in private residential construction by 12%. Although growing only slowly, 

total real gross domestic investment remained high at 26% of gross domestic expenditure. 


Government consumption was relatively the most important category of expenditure growth 


in the year to June 30. This item totaled $5,456 million (seasonally adjusted annual 
rate) in the second quarter of 1975, up 34% from 1974 as a whole. The increase was 12% 


in real terms in the year ending June 30 and has provoked widespread calls for restraint 
in government spending. 


These three main items of gross domestic expenditure (private consumption, investment, 
government consumption), plus a $450 million increase in inventories, brought gross 
domestic expenditure well above gross domestic product in the year to June 30 and 
resulted in a serious deterioration in the current account of the balance of payments 
and contributed to the inflationary pressures plaguing the economy. 


Exports (excluding gold) totaled $4,894 million in the year to June 30 (up 20% from 
1973/74) and had slowed to a seasonally adjusted annual rate of $4,789m (2.6% above 
1974 as a whole) in the second quarter of 1975. The volume of exports increased 3% 
in the year to June 30. Imports totaled $9,260m in the year to June 30 (up 442) and 
were running at a seasonally adjusted annual rate of $9,222m (11.1% above 1974 as a 
whole) in the second quarter of 1975. The volume of imports declined despite the 
huge value increases. The trade deficit was thus $4,366m in the year to June 30 and, 
on a seasonally adjusted annual basis, $4,433m in the second quarter of 1975. The 
deficit was more than $2 billion above its 1973/74 level ($2,353m) and almost $3 
billion above the calendar 1973 figure ($1,592m). 


The services account also deteriorated badly, largely because of higher freight costs 
and higher interest and dividend payments. Service receipts were $1,730m in the year 
to June 30 and were running at a seasonally adjusted annual rate of $1,770m in the 





second quarter of 1975. Service payments were $3,409m and $3,745m, producing a 
services deficit of $1,679m for the year to June 30 and $1,975m at a seasonally 
adjusted annual rate in the second quarter of 1975. 


The deficit on trade and services thus amounted to $6,045 million in the year to 

June 30 and was worsening towards the end of the period, reaching $6,408m on a 
seasonally adjusted annual basis in the second quarter of 1975. Gold has traditionally 
made up for a large part of this deficit but, because of falling production and weaker 
prices in 1975, failed to do so in the year to June 30. The value of gold output was 
$3,731m in 1974/75 and $3,532m on a seasonally adjusted annual basis in the second 
quarter. The overall deficit in the current account (including the minor item of 
unilateral transfers) was $2,185m in 1974/75 and was running at an annual rate of 
$2,756m in the second quarter, close to 8% of GDP. 


Net long-term capital inflow amounted to $1,161m in 1974/75, giving a "basic deficit" 
of just over $1 billion, which was almost covered by net short-term inflows ($982m), 
some of which represented Reserve Bank borrowing to protect the reserves. 


Speculation against the Rand was stimulated in the second quarter by the poor balance 
of payments trends and by the market's understanding of and reaction to the Reserve 
Bank's exchange rate policy. The policy of "independent managed floating" called for 
adjustments in the Rand/Dollar rate when the trade-weighted average rate for the Rand 
against other currencies deviated significantly from the recent past. The Rand, tied 
to the Dollar, was being "pulled up" with it in May and June, while Sterling - the 
currency of South Africa's main trading partner - was weakening. The market understood 
this and expected a devaluation, which took place on June 27, when the rate was changed 
from $1.47 to $1.40. The government changed its exchange rate policy at the same time 
and announced its intention to change the Rand/Dollar rate only "if considered essential 
in the event of any basic change in domestic and international economic circumstances." 


The June devaluation failed to curb speculation and on August 11 the Finance Minister 
announced a package of measures to support the currency. These included an increase 

in bank rate from 8% to 8.5%, increases in the liquid asset requirements of the commer- 
cial banks, changes in exchange control, and measures to encourage borrowing abroad. 
These measures were only temporarily successful and speculation began to build up again 
in September, fed by a falling gold price reflecting rumored Soviet gold sales and the 
effect of the IMF decision to sell gold on the world market. (The London gold price, 
which had been $183 in December, fell to $163 in August and to $130 on September 23.) 


Expectations of a further devaluation grew stronger by mid-September and pressure on 
the Rand became irrestible. A 17.9% devaluation - to $1.15, the lowest-ever Dollar 
price for the Rand - was announced on Sunday, September 21. 


Government expenditure was $9,177 million in the year ending June 30, 31% above the 
previous year, which was itself 28% above 1972/73. Higher wages and salaries for 
government employees and higher defense expenditures were the main causes of the 
increases. Revenue amounted to $7,454m, 17.3% above 1973/74. The deficit was $1,723m 
in the year to June 30, 158.4% above the year before. The growing deficit has been 
sharply criticized by the financial press and the Governor of the Reserve Bank has 
pointed to it as a major cause of inflation and of the deterioration in the balance of 
payments. It is assigned a large share of the blame for the need to devalue (another 
large share going to the fall in the gold price) and calls for reduced expenditures 
and increased taxation - if necessary by convening a special session of Parliament - 
were common in the weeks following the September devaluation. 
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The money supply increased 15.6% in the year to June 30, but only 2.5% in the first 
half of 1975. Near-money increased 24.7% for the year, 10.9% for the first half. 


Consumer prices increased at an annual rate of 18.2% in the third quarter of 1974, 
13.8% in the fourth quarter and in the first quarter of 1975, and 12.4Z in the 

second quarter. Hopes for a continuation of this progress in the fight against 
inflation were shattered by the devaluation, however, and the government has felt 

it necessary to introduce a new voluntary anti-inflation program. The program 

calls for an educational campaign, better use and training of black labor, and 
pledges by business, labor and agriculture to absorb 30% of cost increase incurred 

in. the six months beginning in October. The government expects the rate of inflation 
to increase by several points and many private observers expect it to reach 17% or 
18% in 1976. 


Exports (excluding arms, petroleum, petroleum products and Section XIV of the Brussels 
Tariff Nomenclature) from the Southern Africa Customs Area (South Africa, Namibia, 
Botswana, Lesotho and Swaziland) amounted to $3,114 million in the first three quarters 
of 1975, up 15.62 from the same period in 1974. The main exports were prepared food- 
stuffs (BIN LV - $556m), vegetable products (BIN II - $550m), base metals and articles 
of base metal (BIN XV - $430m), mineral products (BIN V - $365m), and other unclassi- 
fied goods (BIN XXII - $292m). Five month figures by country of destination show 
exports (excluding the items mentioned above) of $298m to Japan, $257m to the United 
Kingdom, $192m to the United States and $154m to Germany. The main exports (excluding 
arms and petroleum but including BTN XIV) to the United States were precious and semi- 
precious stones, precious metals, and coin (BTN XIV - $78.6m), base metals and articles 
of base metal (BIN XV - $69.7m), other unclassified goods (BIN XX - $44.4m), prepared 
foodstuffs, beverages and tobacco (BIN IV - $25.2m), and mineral products (BIN V - 


$18.4m). Exports to the United States under BIN XIV were running at between three 
and one-half and four times their 1974 rate, largely due to shipments of gold coin, 
which could not be legally imported into the United States in 1974. 


Imports (excluding petroleum, petroleum products and arms) into the Southern Africa 
Customs Area amounted to $5,993 million in the first three quarters of 1975, up 17.12 
from the same period in 1974. The main imports were machinery and electrical equipment 
(BIN XVI - $1,924m), vehicles, aircraft and vessels (BIN XVII - $1,171m), base metals 
and articles of base metal (BIN XV - $650m), chemical products (BIN VI - $505m), 
textiles (BIN XI - $363m), optical, photographic and sound equipment, precision instru- 
ments, etc. (BIN XVIII - $210m), resins, plastics and rubber (BTN VII - $209m), and 
paper and paper-making material (BIN X - $180m). Five-month figures by country of 
origin show imports (excluding petroleum, petroleum products and arms) of $657 million 
from the United Kingdom, $627m from Germany, $555m from the United States, and $418m 
from Japan. (The U.K. has thus regained its lead as the main supplier of the South 
African market.) The main imports from the United States were machinery and electrical 
equipment (BIN XVI - $199.4m), vehicles, aircraft and vessels (BIN XVII - $104.5m), 
chemical products (BIN VI - $60.8m), paper and paper-making material (BTN X - $30.6m), 
and optical, photographic and sound equipment, precision instruments, etc. (BTN XVIII - 
$25.4m). The United States supplied 16.4% of South African imports (excluding petroleum 
and arms) in the first five months of 1975, the same as for 1974 as a whole. 


The seasonally adjusted index of the physical volume of manufacturing production in the 
first eight months of 1975 averaged 1.2% above the level for 1974 as a whole. In June 
the index was above the 1974 level for food, beverages, tobacco, clothing and footwear, 
printing, leather, rubber, timber, furniture, non-metallic mineral products, basic 

metals, metal products and machinery. It was below the 1974 level for textiles, paper, 
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chemicals, electrical machinery and transport equipment. Employment in manufacturing 
was 1,343,000 (seasonally adjusted) in May, up from 1,311,000 a year earlier. 


Steel production (ingots and continuous cast billets) was 4,177,500 metric tons in the 
first eight months of 1975, 13.9% above the same period in 1974. Pig iron production 
was up 7.7%, to 3,366,100 tons. Ferro-alloy production was up 19.82%, to 491,200 tons. 


Agriculture experienced an excellent year in 1974/75. The volume of agricultural 
production was only 3% below the record year of 1973/74. The corn crop was 9.5 million 
metric tons, below 1974 but well above average. Due to the overlapping of two good 
seasons corn exports are expected to earn $450-$500 million in 1975 and total agri- 
cultural exports may reach $1.4 billion. The 1975/76 season seems likely to be much 
less satisfactory, however. The spring rains were late and light and early crop 
estimates are not high. 


As has been mentioned, gold production has been falling, although there were signs of 

a reduction in the rate of fall by the middle of 1975. Production for the year is 
estimated at just over 700 metric tons as against 758 in 1974, but new capacity result- 
ing from the heavy investment that has been made since the gold price rose spectacu- 
larly after 1971 may soon end the downward trend in production. Other mining continues 
to expand - the index for the first four months of 1975 being 22.7% above the first 
four months of 1974. Employment in mining (including gold) was 619,400 (seasonally 
adjusted) in April, down from 664,600 in 1974 and 673,900 in 1973. 


Construction activity grew by only 1% in the year to June 30 and investment in private 
residential construction on a seasonally adjusted basis declined in the second quarter 
of 1975. The seasonally adjusted indexes of the value of building plans approved and 
of the value of buildings completed also declined in the first half of 1975. 


Unemployment among Whites, Coloreds and Asians (figures for Blacks are not published) 
amounted to 10,400 in June, an increase of some 3,200 from the historic low recorded 

in August, 1974. Total non-agricultural employment was 4,325,200 in March, an increase 
of 1.4% from a year earlier. In the nine months ending March 31 real wages and salaries 
for Whites were 1.3% higher than in the comparable period a year earlier; for non-Whites 
the increase was 11.9% but wages for non-Whites remained well below wages for Whites. 
Labor unrest is still a cause for concern but has not seriously interrupted the economy 
in 1975. 


The congestion that troubled South African ports in 1974 has been substantially reduced. 
The new port at Richards Bay is progressing well and should begin operating in April, 
1976. The new rail line from Sishen to Saldanha Bay is also expected to be inaugurated 
next year. South African Airways has ordered two more Boeing 747SP's and four A-300 
Airbuses. 


South Africa's short-term and medium-term economic prospects have seriously deterior- 
ated during 1975. Early in the year most observers were expecting an increase in 
economic activity by the fourth quarter but this has not materialized and an upturn 
is not now expected until late 1976 or early 1977. The most authoritative recent 
short-term forecast (by the Bureau of Economic Research in Stellenbosch) is for about 
2.5% real growth (GDP) in 1975 as a whole and even less for the first half of 1976. 
(Because of the deterioration in the terms of trade resulting from the fall in the 
gold price real GNP may even register a fall in 1975.) The longer-term official goal 
of an average 6.4% growth (GDP) in the six years to 1979 seems certain not to be 
achieved. 
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The devaluation, the fall in the gold price, inflation, weaker markets for South 
Africa's exports, higher import prices (including for oil, which supplies a fourth 
of the country's energy needs), and the probability of smaller crops all contribute 
to uncertainty about the future of the economy. The high level of government 
expenditure should help sustain demand but there is concern that much of it is for 
non-productive purposes (defense) or for major projects that will not produce an 
economic return for many years. The press, the Reserve Bank and economic observers 
generally often point to the need to restrain spending on ambitious projects but 
there is no sign that the government plans to reduce their scope or timing. 


The economy's performance in 1976 will depend to a great extent on the price of 
gold, economic recovery in the OECD countries, and the anti-inflation program. 

These are all unpredictable factors and the first two are entirely beyond South 
Africa's power to influence significantly. Recent trends have not encouraged 
optimism on these factors but most observers still expect a slow real growth, not 

an actual downturn in GDP. A recession - i.e. a fall in real GDP for two successive 
quarters - is still not foreseen except by the most pessimistic. 


IMPLICATIONS FOR THE UNITED STATES 


The economic importance of South Africa for the United States is large and growing. 
U.S. exports to South Africa should exceed $1.3 billion in 1975 and the U.S. surplus 
in trade with South Africa may reach $680 million. United States investment is also 
important, amounting to some $1.2 billion (book value) in 1973. Over 300 U.S. 
companies do business in South Africa through subsidiaries or affiliates. 


Several very large projects are underway or have been announced and will provide 
excellent opportunities for U.S. manufacturers of capital goods. The Sishen/Saldanha 
Bay project, involving the construction of facilities for export of iron ore from a 
site well inland, is moving ahead rapidly. The Richards Bay port project, also 
involving large expenditures, is also progressing well. In an earlier stage of 
planning is the "SASOL II" project, calling for the completion by 1980/81 of a huge 
coal gasification and liquification plant that will help the country approach self- 
sufficiency in energy for the next decade. Also planned are two nuclear power plants 
for Cape Province and a commercial scale uranium enrichment facility. Projects like 


these, and lesser but still important ones, should ensure the growth of this important 
market for capital goods. 


Potential U.S. investors should consider not only the reasonably promising economic 
factors but also the growing political uncertainty facing South Africa in the years 
ahead. They should also give careful consideration to their relations with their 
Black labor force. The United States Government urges U.S. firms to follow employment 
practices which will ensure that their employees and their families can pursue produc- 
tive lives and enjoy the full fruits of their labor. Investors should also consider 
engaging in collective bargaining with unregistered trade unions representing Black 
workers. Such unions are not provided for in South African legislation, but are not 
illegal. Employment Practices of U.S. Firms in South Africa and a "Statement on 
employment practices of U.S. firms operating in South Africa" are available from 

the Embassy and Consulates General in South Africa and from the U.S. Departments of 
State and Commerce in Washington. 








